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Executive summary

The Paris Agreement, signed in 2015, calls for limiting 
global warming to well below 2°C above pre-industrial 
levels and pursuing efforts to limit the temperature 
increasing by 1.5°C. To achieve this goal, companies need 
to reduce their greenhouse gas emissions and align their 
business strategies for a net-zero future. By using the in-
house Climate Engine, our investment team can identify 
companies making progress towards net-zero, and the 
resulting portfolio can improve the emissions intensity, 
mitigate transition risks, and capture new opportunities 
in the investment landscape. The integration of ESG and 
climate data opens a new era for portfolio management, 
and the Climate Engine captures this new era with a multi-
dimensional portfolio construction methodology.

Introduction

The global transition to a net-zero economy is essential 
for mitigating the catastrophic impacts of climate change. 
The Paris Agreement sets out a framework for achieving 
this goal, but there is a need for a tool that can help 
investors assess progress towards net-zero emissions. 
The Climate Engine uses linear regression in combination 
with qualitative data such as targets to calculate net-
zero alignments for companies. The combination of both 
quantitative and qualitative data enables a holistic view of 
a company’s climate alignment, ensuring that companies 
are committed and executing emissions reduction in line 
with those promises. The Intergovernmental Panel on 
Climate Change’s (IPCC) Sixth Assessment Report concludes 
without doubt that climate change is a direct result of 
human behaviour. Most scientists also agree that the 
negative effects of not acting on climate change will have 
catastrophic impacts. The financial sector is increasingly 
aware of the issues posed by climate change, but there are 
also a number of opportunities in this space.

While regulation and levies could have an adverse effect 
on polluting assets, they may also have a positive impact 
on green assets. A carbon levy could work as a Pigouvian 
Tax1, a system where adjustments for negative externalities 
are adjusted for (Figure 1). This could be positive for green 
products and production systems which today may not be 
fully reflected in the valuation of companies. 

The Climate Engine applies a comprehensive approach 
to take advantage of the opportunities that arise in this 
paradigm shift, maintaining the forward-looking risk 
management of carbon liabilities while not limiting the 
investable universe in terms of sector exposure.

Figure 1: Pigouvian Tax regime
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Climate Engine Methodology

Automated Assessment

The Climate Engine uses linear regression to estimate 
the alignment to the Paris Agreement of companies. The 
model considers a range of variables, including Scope 1 
and 2 emissions, revenues, sectors and emission reduction 
targets. The model is based on carbon intensity which is 
the ratio between emissions and revenues. We believe 
that carbon intensity has some strengths over a model 
based on absolute emissions. For example, an intensity 
model can adjust for revenue growth with sustained 
emissions, meaning that a company became more efficient 
in its production. It also makes sure that M&A and other 
corporate events do not have a negative impact on the 
climate alignment per se which otherwise could happen.

Firstly, the Climate Engine establishes a baseline emissions 
intensity for each company, based on historical emissions 
data. Secondly, it then calculates the carbon intensities 
for each year. Finally, it uses linear regression to estimate 
the rate of emissions reductions required for the company 
to achieve net-zero emissions by 2050. The result for 
each company is compared to the respective sectorial 
decarbonisation path to assess the feasibility of achieving 
net-zero emissions within the required timeframe. The 
sector decarbonisation path is a forward-looking trajectory 
of the carbon intensity and is evaluated in relation to the 
corresponding sector decarbonation pathway created by 
Science Based Targets2. 

Qualitative assessment

In some cases, the automatic assessment is not possible. 
This could be, for example, due to a lack of time series of 

1 	   https://taxfoundation.org/tax-basics/pigouvian-tax/#:~:text=A%20Pigouvian%20tax%2C%20named%20after,sugar%20taxes%2C%20and%20carbon%20taxes
2 	   SECTORAL DECARBONIZATION APPROACH (SDA), Science based targets https://sciencebasedtargets.org/resources/files/Sectoral-Decarbonization-Approach-Report.pdf
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carbon emissions, or because a company recently took 
strong action which is not reflected in historical data as 
emission data usually lag by at least one year. For these 
exceptional cases the Climate Engine leverages on an 
internal checklist based on best practices to qualitatively  
assess a company’s alignment to net-zero. Having a target 
is a necessity but far from the only data point that is 
considered. The checklist itself is a weighted questionnaire 
of roughly 20 items which help determine if a company can 
be considered to be net-zero. 

Conclusion

The Climate Engine provides a tool to assess companies’ 
progress towards net-zero emissions and enables informed 
investment decisions. By using the Climate Engine, our 
investment team can identify companies that are making 
progress towards a net-zero future. The resulting portfolio 
can provide a significant and measurable improvement 
of the emissions intensity, thus mitigating transition risks 
while also capturing new opportunities in the investment 
landscape.

The transition to a net-zero economy requires a concerted 
effort from all stakeholders, including companies and 
investors. The net-zero model presented in this whitepaper 
provides a tool for assessing progress towards net-zero 
emissions and making informed investment decisions. By 
using the Climate Engine, investors can support companies 
that are committed to a net-zero future and drive the 
transition to a more sustainable economy.

Multiple challenges persist:

Data availability is arguably the biggest challenge, 
particularly for emerging markets, small caps and private 
companies. Furthermore, the climate revolution comes 
with a cost for many small and medium firms  - the 
need for improved climate (and ESG) data represents an 
additional burden that will put additional pressure on 
margins. Whereas the quality of data is also problematic 
due to different reporting systems and lack of reporting 

obligation. Very often ESG data are also un-audited 
Improved conceptual frameworks are also needed to better 
attribute and measure Scope 3 emissions as they are 
fundamental to correctly measure the impact of products 
and companies. Existing solutions such as PACTA webtool, 
ESG Book initiative or benchmarks that provide a guide to 
emission reductions trajectories offer useful guidance and 
support.

It is clear that the integration of ESG and climate data 
opens a new era for portfolio management. While the 
risk premium for smaller or emerging companies might 
increase due to their limited transparency, it is too early 
to judge to what extent the efficient market hypothesis 
will be challenged. Clearly it enters in a new phase and 
investors will have to seriously consider how much of 
the information in their hands is already discounted by 
markets. Investment managers will be confronted with 
new problems at the border between ethics and financial 
materiality that will be difficult to judge but rewarding to 
solve.

Sources that may be useful for further reading on the topics discussed in this text include:

The Paris Agreement - official website of the United Nations Framework Convention on Climate Change (UNFCCC) https://unfccc.int/
process-and-meetings/the-paris-agreement/the-paris-agreement

Science-Based Targets - an initiative that helps companies set science-based targets to reduce greenhouse gas emissions https://
sciencebasedtargets.org/

IPCC (Intergovernmental Panel on Climate Change) - the leading international body for the assessment of climate change https://
www.ipcc.ch/

PACTA (Paris Agreement Capital Transition Assessment) - a webtool that assesses alignment with the Paris Agreement for financial 
portfolios https://2degrees-investing.org/resource/pacta-paris-agreement-capital-transition-assessment/
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Important disclaimers
The value of investments and the income derived from them can fall as well as rise, and past 
performance is no indicator of future performance. Investment products may be subject to investment 
risks involving, but not limited to, possible loss of all or part of the principal invested.
This document does not constitute and shall not be construed as a prospectus, advertisement, public 
offering or placement of, nor a recommendation to buy, sell, hold or solicit, any investment, security, 
other financial instrument or other product or service. It is not intended to be a final representation 
of the terms and conditions of any investment, security, other financial instrument or other product or 
service. This document is for general information only and is not intended
as investment advice or any other specific recommendation as to any particular course of action 
or inaction. The information in this document does not take into account the specific investment 
objectives, financial situation or particular needs of the recipient. You should seek your own 
professional advice suitable to your particular circumstances prior to making any investment or if you 
are in doubt as to the information in this document.
Although information in this document has been obtained from sources believed to be reliable,
no member of the EFG group represents or warrants its accuracy, and such information may be 
incomplete or condensed. Any opinions in this document are subject to change without notice.
This document may contain personal opinions which do not necessarily reflect the position of any 
member of the EFG group. To the fullest extent permissible by law, no member of the EFG group shall 
be responsible for the consequences of any errors or omissions herein, or reliance upon any opinion 
or statement contained herein, and each member of the EFG group expressly disclaims any liability, 
including (without limitation) liability for incidental or consequential damages, arising from the same 
or resulting from any action or inaction on the part of the recipient in reliance on this document. The 
availability of this document in any jurisdiction or country may be contrary to local law or regulation 
and persons who come into possession of this document should inform themselves of and observe any 
restrictions. This document may not be reproduced, disclosed or distributed (in whole or in part) to any 
other person without prior written permission from an authorised member of the EFG group.
This document has been produced by EFG Asset Management (UK) Limited for use by the EFG group 
and the worldwide subsidiaries and affiliates within the EFG group. EFG Asset Management (UK) Limited 
is authorised and regulated by the UK Financial Conduct Authority, registered no. 536771. Registered 
address: EFG Asset Management (UK) Limited, 116 Park Street, London W1K 6AP, United Kingdom, 
telephone +44 (0)20 7491 9111.
Independent Asset Managers: in case this document is provided to Independent Asset Managers 
(“IAMs“), it is strictly forbidden to be reproduced, disclosed or distributed (in whole or in part) by IAMs 
and made available to their clients and/or third parties. By receiving this document IAMs confirm that 
they will need to make their own decisions/judgements about how to proceed and it
is the responsibility of IAMs to ensure that the information provided is in line with their own clients’ 
circumstances with regard to any investment, legal, regulatory, tax or other consequences. No liability 
is accepted by EFG for any damages, losses or costs (whether direct, indirect or consequential) that may 
arise from any use of this document by the IAMs, their clients or any third parties.
If you have received this document from any affiliate or branch referred to below, please note the 
following:
Australia: This document has been prepared and issued by EFG Asset Management (UK) Limited, a 
private limited company with registered number 7389746 and with its registered office address at 116 
Park Street, London W1K 6AP (telephone number +44 (0)20 7491 9111). EFG Asset Management (UK) Limited 
is regulated and authorized by the Financial Conduct Authority No. 536771. EFG Asset Management (UK) 
Limited is exempt from the requirement to hold an Australian financial services licence in respect of the 
financial services it provides to wholesale clients in Australia and is authorised and regulated by the 
Financial Conduct Authority of the United Kingdom (FCA Registration No. 536771) under the laws of the 
United Kingdom which differ from Australian laws. 
ASIC Class Order CO 03/1099
EFG Asset Management (UK) Limited notifies you that it is relying on the Australian Securities & 
Investments Commission (ASIC) Class Order CO 03/1099 (Class Order) exemption (as extended in 
operation by ASIC Corporations (Repeal and Transitional Instrument 2016/396) for UK Financial Conduct 
Authority (FCA) regulated firms which exempts it from the requirement to hold an Australian financial 
services licence (AFSL) under the Corporations Act 2001 (Cth) (Corporations Act) in respect of the 
financial services we provide to you
UK Regulatory Requirements
The financial services that we provide to you are regulated by the FCA under the laws and regulatory 
requirements of the United Kingdom which are different to Australia. Consequently any offer or other 
documentation that you receive from us in the course of us providing financial services to you will be 
prepared in accordance with those laws and regulatory requirements. The UK regulatory requirements 
refer to legislation, rules enacted pursuant to the legislation and any other relevant policies or 
documents issued by the FCA.
Your Status as a Wholesale Client
In order that we may provide financial services to you, and for us to comply with the Class Order,
you must be a ‘wholesale client’ within the meaning given by section 761G of the Corporations Act. 
Accordingly, by accepting any documentation from us prior to the commencement of or in the course of 
us providing financial services to you, you:
• warrant to us that you are a ‘wholesale client’;
• agree to provide such information or evidence that we may request from time to time to confirm your 
status as a wholesale client;
• agree that we may cease providing financial services to you if you are no longer a wholesale client or 
do not provide us with information or evidence satisfactory to us to confirm your status as a wholesale 
client; and
• agree to notify us in writing within 5 business days if you cease to be a ‘wholesale client’ for the 
purposes of the financial services that we provide to you.
Bahamas: EFG Bank & Trust (Bahamas) Ltd. is licensed by the Securities Commission of the Bahamas 
pursuant to the Securities Industry Act, 2011 and Securities Industry Regulations, 2012 and is authorised 
to conduct securities business in and from The Bahamas including dealing in securities, arranging 
dealing in securities, managing securities and advising on securities. EFG Bank & Trust (Bahamas)
Ltd. is also licensed by the Central Bank of The Bahamas pursuant to the Banks and Trust Companies 
Regulation Act, 2000 as a Bank and Trust company. Registered office: Goodman‘s Bay Corporate Centre 
West Bay Street and Sea View Drive, Nassau, The Bahamas.
Bahrain: EFG AG Bahrain is a branch of EFG Bank AG as licensed by the Central Bank of Bahrain (CBB) as 
Investment Business Firm Category 2 and is authorised to carry out the following activities: a) Dealing 
in financial instruments as agents; b) Arranging deals in financial instruments; c) Managing financial in- 
struments; d) Advising on financial Instruments; and e) Operating a Collective Investment Undertaking. 
Registered address: EFG AG Bahrain Branch, Manama / Front Sea / Block 346 / Road 4626 / Building 1459 
/ Office 1401 / P O Box 11321 Manama -- Kingdom of Bahrain.
Cayman Islands: EFG Wealth Management (Cayman) Ltd, is licensed and regulated by the Cayman 
Islands Monetary Authority (“CIMA”) to provide securities investment business in or from within the 
Cayman Islands pursuant to the Securities Investment Business Law (as revised) of the Cayman Islands. 
Registered Office: Suite 3208, 9 Forum Lane, Camana Bay, Grand Cayman KY1-1003, Cayman Islands. EFG 
Bank AG, Cayman Branch, is licensed as a Class B Bank and regulated by CIMA. Registered Office: EFG
Wealth Management (Cayman) Ltd., Suite 3208, 9 Forum Lane, Camana Bay, Grand Cayman KY1-1003, 
Cayman Islands.

Cyprus: EFG Cyprus Limited is an investment firm established in Cyprus with company No. HE408062, 
having its registered address at Kennedy 23, Globe House, 6th Floor, 1075, Nicosia, Cyprus. EFG Cyprus 
Limited is authorised and regulated by the Cyprus Securities and Exchange Commission (CySEC). 
Dubai: EFG (Middle East) Limited is regulated by the DFSA. This material is intended “for professional 
clients only”. Registered address: EFG (Middle East) Limited DIFC, Gate Precinct 5, 7th Floor PO Box 
507245 - Dubai, UAE.
Greece: EFG Bank (Luxembourg) S.A., Athens Branch is a non-booking establishment of EFG Bank 
(Luxembourg) S.A. which is authorised to promote EFG Bank (Luxembourg) S.A.’s products and services 
based on the EU freedom of establishment pursuant to a license granted by the Luxembourg financial 
supervisory authority “CSSF”. Registered address: 342 Kifisias Ave. & Ethnikis Antistaseos Str. - 154 51 N. 
Psychiko, General Commercial Registry no. 143057760001.
Hong Kong: The Hong Kong branch of EFG Bank AG is authorised as a licensed bank by the Hong Kong 
Monetary Authority pursuant to the Banking Ordinance (Cap. 155, Laws of Hong Kong) and is authorised 
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